
MEMORANDUM 'O1 THE ASSISTANT SECRETARY OF DEFENEE, ISA

SUBJECT: Finansing of Iranian Military Acquisitions

For sone time Iran Las boon pressing as for additional credits to fund
the military equipment which It wants to bey. In response to these
sltiektive s, Ilts-Im Bank has decided that it would be willing to loon Iran

$120 million in FY 71 instead of the $100 mi/lion to which the bark had
committed its,rlf. ga-lm is new seeking State and Defense concurrence
in a cable informing the 001 of this declaim, and State has agreed in
Priad-Ple.

We believe it is unwise, at this time, for the U. S. to offer to incresai;$
Iran's credit for purchases of military equipment for the &newts g
reasons:

1. The requirement for 2120 million is based on the 001 acquirMg,
inter *lit, 32 F.4En, In addition to the 44 already purchased, and 30
t-I30s. As you aro aware, no U.S. decision ha* yet been made on the
sale of these additional aircraft, which num* **Mk be Justified in
terms of the theist Iran fume. Notifying the OCa of US willingne .os to
lee* 2120 million would imply the decision has already been mat +.

Z. It appears that the 001 has made a firm decision to purchase
32 MOTO rods but Iran is much lose certain that it can afford to buy
the addition/RI 41 151.40 included in the recently signed Lotter of Intent.
We believe there is a stress possibility that if trim is informed it can
have $120 million credit in FY 71, it will assume it can probably get
a similar amount annually over the nest three or four years. (The
history of our dealings with the Shah suggests that this essumption is
fair.) The prospect of an additional $20 million per year over tht nold
three or fear years could well be the deciding factor in Iran's decision
to purchase the last 41 V.4s. Since we are not yet convinced that it
would be in the boot interest of either Iran or the U. S. for Iran to



have *a stqusuiren ir-4 force (128 aircraft), we do not believe !;bat
we *Woad do anytking to entourage Iran to make a positive decision at
this time.

The GOI must convert the F-4 Lotter of Intent to a firm contract by
1 December 70 and has already signed, without US approval, the C-1 30

contract. The US position en those transaction* must theratOrt, be
established by late October. We aro consulting with System* Aaaiysis
and JCS to prepare the loth recommeedatiOn for Secretary Laird end
anticipate haying this in about tyro week.,

Pending the Secretary's decision on the entire question, of F-ds and
C.130*, I recommeml that ISA *on-contur in the at-km proposal to
raise the ry 71 credit fin, Iran to $120 million.

jAkiES E. NOTES
Deputy Assistant Secretary

Near Eastern, African and South Asian Affairs
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